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Terminology Department
Conducted by the Special Committee on Terminology of
Institute of Accountants

the

American

The special committee on terminology has received the following communi
cation which can be answered only in part, as many of the principles in
volved lie outside the committee’s domain.
“Now that we have our new ‘Verification of financial statements’ including
an improved model for the form and contents of balance-sheets, this conversa
tional writing is offered in the hope of provoking an improvement in the termi
nology of the balance-sheet.
“ Certain terms become stereotyped and petrified and we forget that there
may be better terms to use or fear to use a better term because of the mental
bricks that may be hurled at us.
“Consider ‘balance-sheets.’ If the word balance refers to the arithmetical
equation of two sides of the document it has little significance. If balance
refers to the fact that the document is composed of balances taken from a ledger
it has but slightly more value. The word ‘ sheet ’ means little. Are we willing
to continue to denominate the culmination of our scientific endeavors, our
‘crowning glory,’ a sheet? The term ‘balance-sheet’ has the advantage of
brevity but as the title of our most important document can it not well have a
word or two more for the sake of dignity? For the title of a book or an article
about George Washington it would not be dignified or respectful to use ‘ G. W.’
even if that abbreviation were so commonly used that every one knew its
meaning.
“I therefore vote for ‘Statement of financial condition.’
“The next item in the document is ‘assets.’ This, too, is too short. The
most important characteristic of the assets is their value which is set opposite
each item. Therefore, why not complete the heading by using ‘ Asset values ’?
“ Consider the group:
Cash:
On hand
In bank
“ Is cash strictly ‘ on hand ’? It may be in a drawer, in a box, in a safe, or on
the way from the bank. Why use a figure of speech or metaphor when we have
plenty of terms that exactly and directly describe the asset, as, for instance,
‘owned,’ or ‘in our possession’? Again, is the balance in bank really cash?
Most of the balances in banks are lent out by the bank. Would not ‘ credit at
bank ’ be more exact ? This group may then be shown thus:
Ready funds:
Cash owned
Credit at banks
“Consider ‘accounts receivable’ and ‘notes receivable.’ These accounts
and notes have already been received. What is receivable? Is it not money
or its equivalent? Then suppose we portray the great expectations in this
group as follows:
Funds (or moneys) receivable:
From customers—open accounts
“
“
notes
“
“
accounts past due
“
“
notes
“
“
Accruals (rent, royalty, interest, etc.)
Less: reserves for
Debts uncollectable (non-collection)
Discounts, etc., allowable
“In the above ‘accruals’ are included, as they are in the form of accounts
and notes. I dislike to use the word ‘bad’ in describing debts. The word
‘ uncollectable ’ indicates why the loss in value may occur. I wish there were a
term that would mean ‘ Debts that may prove to be uncollectable.’

51

The Journal of Accountancy
“Under the heading of inventories material is described as ‘raw,’ which is
not an attractive word. It smacks of uncooked meat, fruit or vegetables not
ripe. Furthermore, what in some concerns is called raw may have gone
through several processes of manufacture and may pass to another concern and
again go through several processes. In this group occurs ‘ Material on hand ’
and 'Goods on hand.’ I have already mentioned my preference for a better
term than ‘on hand,’ but may not ‘on hand’ be superfluous altogether? In
stead of ‘ Less payment on account ’ I prefer ‘ Less payments received ’ or simply
‘Less, received $ . . .’ I do not think that ‘on account’ is necessary. The
group would then appear thus:
Inventories:
Materials for manufacture
Goods in process
Uncompleted contracts
Less: received
Goods manufactured by us
“For the above group’s last item the word ‘ finished ’ might not seem to apply
strictly when, as often is the case, the goods are to be used in further manufac
ture by others. Following this item might also be shown the item ‘Merchan
dise purchased for sale,’ and ‘ Merchandise consigned and in transit.’
“As to ‘Other current assets,' some of the items in this group may not move
for years. If this group is intended to include assets that may quickly be
converted into cash I would favor as its heading, ‘ Other assets quickly con
vertible,’ which would probably be shortened in time to ‘ Quick convertibles.’
“ Regarding ‘ Marketable securities,’ I presume that this term is intended to
be broad enough to include various types and that in a given instance bonds
would be shown separately and stocks separately, etc. Unconsciously some
people might infer that the securities are shown at market price because of the
use of the word ‘marketable.’ I would favor indicating whether the value is
cost or market price, etc.
“The next two items are described as “Indebtedness” and I presume it
will be shown whether the indebtedness is in the form of accounts or notes.
As the title of this group and total line include the word ‘ current ’ it may not
be necessary to use that word again after ‘ Indebtedness of affiliated companies.’
“ Under ‘ Investments ’ I also assume that, where practicable, it is to be shown
in what forms the securities and indebtedness exist.
“Next, consider ‘Fixed assets.’ The two principal meanings of the word
‘ fixed ’ for our purposes are immovable or stationary and attached or affixed,
but some of the items in the group are movable and not attached. Even a
building can be moved. It seems to me that the main characteristic of this
group is its permanency. In many instances the word ‘ plant ’ could be used,
or, perhaps, ‘ Permanent plant.’ I favor the following for this group:
Permanent plant:
Land
Buildings
Machinery
Tools, equipment
Delivery equipment
Office equipment
Patterns, drawings
“ One who invests in the stocks or bonds of a company has a right to know the
method of valuation of the larger items, whether at cost, at market price, or
otherwise, and he also has a right to know how much, if any, appreciation has
been added. Appreciation is generally a considerable amount or it would
not be added. When appreciation has been added to buildings, machin
ery and equipment the management may be tempted to decrease the rate of
depreciation on the old or cost value and also to charge off depreciation on the
added value at a low rate, thus also claiming a longer life for the assets without
notice to those investing in that concern’s stocks or bonds. The longer the life
the more possibility there is that the assets may be affected by obsolescence
and general decline in values. As accountants in quest of the facts, the truth,
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who profess to state it as fairly as possible to all concerned, how far should we
go in the matters mentioned in this paragraph? Where does our responsi
bility end? This is a timely and vastly important subject which I trust our best
talent will develop. How many of us would purchase a bond or stocks for
$1,000 if we knew that $350 of it was for appreciation? What should the
sentiments of an investor be if an investment in bonds or stocks results un
favorably and then he learns that 35 per cent of the investment was represented
by appreciation which should have been disclosed?
“There seems to be some confusion as to the difference between ‘Deferred
charges’ and ‘Prepaid expenses.’ In ‘Verification of financial statements,’
deferred charges are detailed as prepaid expenses. I prefer the following:
Prepaid expenses:
Interest, insurance, tax, etc.
Deferred expenses (describe)
“ ‘ Verification of financial statements ’ does not include specifically the item of
customers’ notes discounted.
“Turning to the credit side of the balance-sheet, its first major heading is
‘ Liabilities.’ But if a concern owes money it is more than liability, it is indebt
edness. If I am sued for $10,000, I have a liability for that amount but no
legal obligation.
“The first subheading is ‘Notes and accounts payable,’ but some persons
might not consider every item down to ‘Total current liabilities’ either a
note or an account. The word ‘payable’ is not altogether necessary as the
term occurs just under the grand heading ‘Liabilities’ or ‘Indebtedness.’
Again, as it is quite a long road to ‘Total current liabilities’ it seems to me that
it would be well to indicate that the items about to be mentioned are due in a
short time, especially as the first word of the first item is ‘Secured,’ which leads
to the idea of a long time. Therefore, I believe it would be helpful to say
‘Short-time obligations’ or ‘Obligations due within a year.’ In practice
‘Securities deposited as collateral’ could be shortened to ‘Securities,’ and
‘Customers’ accounts assigned’ would not require the addition of ‘to the
amount of.’
“The group for ‘Unsecured notes’ could be shortened to:
Notes unsecured:
Acceptances for material and merchandise
Notes to banks
Notes through brokers
“ for machinery, plant, etc.
“ to stockholders, officers, employees
“The group for ‘Unsecured accounts’ could be shortened to:
Accounts payable unsecured:
For purchases, not due
“
“
past due
To stockholders, officers, employees
“Instead of ‘Accrued liability (interest, taxes, wages, etc.)’ the following
would please me more: ‘Accrued interest, taxes, wages.’
“In place of ‘Other current liabilities,’ I would prefer ‘Other current items’
or ‘ Other current indebtedness.’
“The total line would then be ‘Total short-time obligations,’ or ‘Total
indebtedness due within a year.’
“Instead of ‘Fixed liabilities’ I would like to use ‘Long-term obligations,’
as we may hope to pay up all obligations.
“The last item, ‘Contingent liabilities,’ seems to me to be correct for items
that are not actual, legal obligations.”

The work of this committee is to ascertain and to publish definitions of ac
counting terms, setting forth the meanings which the best practice in the pro
fession gives them. It is not its business to coin new words—the present-day
abundance of writers cares for that—nor is it its business to suggest that well
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recognized expressions be abandoned, or that new meanings be given to those
in current use, although it may advise which of two or more conflicting mean
ings should be accepted.
The committee is delighted to receive a communication such as the one
quoted, for it indicates that one accountant, at least, has given the matter
much thought and it leads to a proper discussion of the principles which should
govern the use of the terms employed by accountants.
As will be seen later, the committee agrees on the whole with the termi
nology used by the authors of the pamphlet, “Verification of financial state
ments.” However, this agreement is not based on any narrow ground, but is
founded on the fact that it would be difficult—almost impossible—to find
another committee so fully representative of so many leading schools of thought.
The members belong to firms of national repute, having varying classes of
practice; all the men are active in the affairs of the American Institute,
and they have been trained in different schools. Surely any opinion held in
common by such men is worthy of acceptance.
It must never be forgotten that bookkeeping, which is an essential ally of
accounting, is governed by conventions—it might be called a collection of con
ventions—and, as in social life, while it may often seem advisable to disregard
conventions, such action must always be paid for, and sometimes the price is
prohibitive.
Also, when reading this pamphlet, it must be remembered that it was written
for trained accountants, rather than for students, and properly many details
have been omitted. Otherwise a library rather than a pamphlet would have
been required.
“Balance-sheet,” the committee feels, is the only term in general use which
defines the statement to which reference is made. A “statement” need not,
necessarily, be taken from a set of books, while the term “balance-sheet” can
be applied properly only to a statement prepared from a set of books kept on a
system of double entry.
Abandonment of this term would involve casting to the winds all senti
ment, tradition and historical association, for from the days of Pacioli the bal
ance-sheet has been regarded as something outside of, but based on, the books,
and we still follow his instructions to “Summarize on a sheet of paper all the
debit items . . . and all the credit items.” Since his time such a statement
has always been known as a “balance” or as a “balance-sheet,” and the names
for such statements throughout Europe convey the same idea, e.g., the French
“bilan” from Latin “bilancia.”
It is the opinion of the committee that the term “balance-sheet ” indicates a
statement prepared from a double-entry set of books, that it means nothing
else and that there is no other term which applies only to such a statement.
In such circumstances, the members do not see their way to suggest any change.
On this point the committee fears that the correspondent is like George
Belcher’s lady in Punch and “hasn’t a loop 'ole to stand on.”
As to “assets,” for which the correspondent suggests substituting the expres
sion “asset values,” the committee does not agree for the reason that the
figures shown against assets in balance-sheets, frequently, perhaps in most
cases, do not indicate values. An outstanding example is land, which is so
often shown at cost although its value may be either greater or less than this
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figure, there being no definite ratio between the two and price and value being
unrelated terms.
As to “cash,” the committee agrees fully with the correspondent, but be
lieves that in this case convention has decreed that the expression “cash in
bank” shall mean cash deposited with bankers. At least one of the members
of the committee remembers reading the remarks of an English authority who
expressed the same views as does the correspondent. As a matter of fact, the
money deposited is not all “in ” the bank.
The committee is of the opinion that the authors of the pamphlet mean that
the term “cash in bank” used in the pamphlet is permissible, but it is confident
that neither the authors nor any other authority would adversely criticize
amplification; e.g., Pixley says of cash:

‘‘ It will consist of three main items, viz.:
Cash on current account with bankers
Cash on deposit with bankers or others under varying conditions
Cash in hands of officials of the concern ”
It is not uncommon practice to observe some such distinction. In the case
of a balance-sheet published by one of the large motor-car concerns this month,
the item is described in a condensed balance-sheet as “Cash on hand, on
deposit and on call.” Undoubtedly the expression “cash on deposit” or
“deposited with bankers” is more accurate than “cash in bank,” yet conven
tion has decided that they are synonymous.
As to the receivables, the correspondent says that the “accounts and notes
have already been received.” The committee wonders if this exactly expresses
the meaning he intended to convey. Is an ordinary account receivable
“received”? The account is sent out, not received.
As to notes receivable, it is true that the documents have been received, but
again we face convention, for the entire commercial and legal world understands
a note receivable to be a promise to pay.
The committee shares the views expressed as to “bad” debts and regrets
that it should ever be necessary to use any such term, yet unfortunately there
are bad debts just as there are bad men, and any attempt to hide the fact may
be called euphemistic.
The committee hesitates to discuss the subject of inventories, on which
there have been many hot arguments, but suggests the following: Originally
the word “raw” meant “not prepared for use by heat,” a meaning assigned to
it by Webster and quoted by the United States government in its glossary of
technical terms. Later, a technical meaning was attached to the word, defined
in the Century Dictionary as follows: “in this sense raw is used either of sub
stances in their primitive state, or of partly or wholly finished products,” etc.
The committee believes that the Century expresses more accurately the present
usage; it is also of the opinion that it is wise to add the words “on hand"
for much the same reason as applies to the expression “cash on hand.” The
simple “material” or “goods” without qualification appears inadequate.
Regarding “current assets” the committee is faced with its definition
published in June, 1923, which it still believes to be correct, to the effect that
current assets consist of those receivables, etc., which will be realized im
mediately or which may be so realized without impairing the business.
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It goes without saying that in the majority of cases securities should be
shown at cost, and the authors of the pamphlet lay stress upon the necessity of
preparing a schedule showing the market value of all items under this head
(paragraph 37) and containing a full description of all such securities.
As to “fixed assets” the committee is again confronted with its own defini
tion, which says, “The term 'fixed’ denotes a fixity of purpose or intent to con
tinue use or possession, and does not refer to the immobility of an asset, the
latter being the distinctive characteristic of ‘fixtures.’”
This definition was also published in 1923 and apparently has stood the test of
time, for in the latest edition of Montgomery’s Auditing Theory and Practice is
quoted the law of Ohio stating that fixed assets are those which it is not in
tended to sell in the ordinary course of business.
The committee and the correspondent are in accord on the desirability of
showing on the balance-sheet the basis on which the fixed assets are stated.
Paragraphs 56 to 59 in the federal reserve board pamphlet, under the head,
“Fixed property,” show that the authors of that paper belong to the same
party, for they lay stress on the importance of verifying the cost of items
charged to these accounts.
Very frequently there is confusion between “prepaid expenses” and “de
ferred charges.” The committee knows of no writer who has dealt with this
question more plainly than has Charles B. Couchman in The Balance-sheet.
The committee expressed its views on this matter at some length in The
Journal of Accountancy for October, 1928.
As to liabilities and indebtedness, the committee admits readily that many
concerns would gladly draw a distinction between the two things and say
with the correspondent that liabilities are not necessarily indebtedness, but the
members can not agree with such a doctrine.
Dictionaries state that indebtedness is “the amount owed,” and “The
liabilities of a person or corporate body consist of obligations due to creditors.”
Surely the distinction approaches the invisible! Not one of the committee
would admit liability under an unjust claim—certainly not until the courts had
decided that it was payable. If the correspondent’s contention were sound and
an indebtedness were to arise whenever a suit is brought, the presumption is
that a corresponding benefit would accrue to the plaintiff and he would acquire
an asset. Such a condition would lead many millionaires to divest themselves
of all wealth, while claimants would increase so that we could say with Isaiah
“thou hast multiplied the nation and not increased the joy.”
The committee’s remarks on “accounts receivable” apply to “accounts
payable.” It is an expression established on such secure foundations that it
would be impossible to remove it.
It is the general custom to separate short-time liabilities from those maturing
at a distant date. Probably one year is the period usually taken as a conven
ient dividing line.
Undoubtedly it is true that in many instances the lists of liabilities could be—
should be—shortened; on the other hand there are many cases in which the
suggestions contained in the pamphlet would lead to a lengthening of the list
when an unusually varied class of liabilities existed.
As to “fixed liabilities,” the committee refers to its definition published in
July, 1923:
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“Synonymous with ‘capital liabilities,’ but the term is also used as de
scriptive of long-term debts of legal entities, the proprietorship of which is not
represented by capital stock or wherein there is no proprietary accountability.”

The term is also used, though the committee believes incorrectly, as de
scriptive of liabilities which have been definitely determined. In this sense,
it is synonymous with “actual liabilities.”
Perhaps the committee should apologize for using so much space in the
magazine, but the members feel that the correspondent’s letter was written so
evidently in a spirit of fairness and with a view to arousing discussion on many
points of importance, that it is worthy of a complete reply. The committee
regrets that it feels obliged to differ from the correspondent on many points;
at the same time it is glad of this opportunity to state its attitude on the whole
question of terminology.
If accountancy were a new thing, it might conceivably be wise to select some
recognized authority and have him draw a series of definitions. As it is, we
must adopt those meanings which the profession and the commercial world have
assigned to certain words and expressions. The committee believes that the
days for definition by one man are past. The dictionary of Dr. Johnson is
now little more than a literary curiosity, and is wholly superseded by the work
of groups of men, as the Oxford English Dictionary and others, the authors of
which collate the meanings assigned to words by those who are recognized as
leaders. It is such definitions that this committee has striven to present.
The committee thinks that general acceptance and understanding of terms
are of vastly more importance than etymological considerations. Not alone
in accounting but in every profession terms have come into use through a reali
zation of their convenience irrespective of their academic correctness; such
terms can not be torn out by the roots, and their general acceptance is a suffi
cient reason for their continued life.
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